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LIABILITIES AND CAPITAL—Continued 

Per books Value 

B ............................................. 10,000 15,000 
C ............................................. 10,000 15,000 

Total ................................ 30,000 45,000 

(b) Presence of section 751 property. The sec-
tion 1245 property is an unrealized receivable 
of the partnership to the extent of the poten-
tial section 1245 income in respect of the 
property. Since the fair market value of the 
property ($15,000) is lower than its recom-
puted basis ($18,000), the excess of the fair 
market value over its adjusted basis ($9,000), 
or $6,000, is the potential section 1245 income 
of the partnership in respect of the property. 
The partnership has no other section 751 
property. 

(c) The properties exchanged. In the dis-
tribution C received his share of section 751 
property (potential section 1245 income of 
$2,000, i.e., 1/3 of $6,000) and his share of sec-
tion 1245 property (other than potential sec-
tion 1245 income) with a fair market value of 
$3,000, i.e., 1/3 of ($15,000 minus $6,000), and an 
adjusted basis of $3,000, i.e., 1/3 of $9,000. In 
addition he received $4,000 of section 751 
property (consisting of $4,000 ($6,000 minus 
$2,000) of potential section 1245 income) and 
section 1245 property (other than potential 
section 1245 income) with a fair market value 
of $6,000 ($9,000 minus $3,000) and an adjusted 
basis of $6,000 ($9,000 minus $3,000). C relin-
quished his interest in $1,000 of cash and 
$9,000 of land. Assume that the partners 
agree that the $4,000 of section 751 property 
in excess of C’s share was received by him in 
exchange for $4,000 of land. 

(d) Distributee partner’s tax consequences. C’s 
tax consequences on the distributions are as 
follows: 

(1) The section 751(b) sale or exchange. C is 
treated as if he received in a current dis-
tribution 4/9ths of his share of the land with 
a basis of $2,667 (18,000/27,000×$4,000). Then C 
is considered as having sold his 4/9ths share 
of the land to the partnership for $4,000, real-
izing a gain of $1,333. C’s basis for the re-
mainder of his partnership interest after the 
current distribution is $7,333, i.e., the basis 
of his partnership interest before the current 
distribution ($10,000) minus the basis of the 
land treated as distributed to him ($2,667). 

(2) The part of the distribution not under sec-
tion 751(b). Of the $15,000 total distribution to 
C, $11,000 ($2,000 of potential section 1245 in-
come and $9,000 section 1245 property other 
than potential section 1245 income) is not 
within section 751(b). Under section 732(b) 
and (c), C’s basis for his share of potential 
section 1245 income is zero (see paragraph 
(c)(5) of this section) and his basis for $9,000 
of section 1245 property (other than potential 
section 1245 income) is $7,333, i.e., the 
amount of the remaining basis for his part-

nership interest ($7,333) reduced by the basis 
for his share of potential section 1245 income 
(zero). Thus C’s total aggregate basis for the 
section 1245 property (fair market value of 
$15,000) distributed to him is $11,333 ($4,000 
plus $7,333). For an illustration of the com-
putation of his recomputed basis for the sec-
tion 1245 property immediately after the dis-
tribution, see example 2 of paragraph (f)(3) of 
§ 1.1245–4. 

(e) Partnership’s tax consequences. The tax 
consequences to the partnership on the dis-
tribution are as follows: 

(1) The section 751(b) sale or exchange. Upon 
the sale of $4,000 potential section 1245 in-
come, with a basis of zero, for 4/9ths of C’s in-
terest in the land, the partnership consisting 
of the remaining members has $4,000 ordi-
nary income under sections 751(b) and 
1245(a)(1). See section 1245(b)(3) and (6)(A). 
The partnership’s new basis for the land is 
$19,333, i.e., $18,000, less the basis of the 4/9ths 
share considered as distributed to C ($2,667), 
plus the partnership purchase price for this 
share ($4,000). 

(2) The part of the distribution not under sec-
tion 751(b). The analysis under this subpara-
graph should be made in accordance with the 
principles illustrated in paragraph (e)(2) of 
examples 3, 4, and 5 of this paragraph. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6832, 30 FR 8575, July 7, 1965; 
T.D. 7084, 36 FR 268, Jan. 8, 1971; T.D. 8586, 60 
FR 2500, Jan. 10, 1995; T.D. 8847, 64 FR 69915, 
Dec. 15, 1999; T.D. 9137, 69 FR 42559, July 16, 
2004] 
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[T.D. 8380, 56 FR 66350, Dec. 23, 1991, as 
amended by T.D. 9207, 70 FR 30342, May 26, 
2005] 

§ 1.752–1 Treatment of partnership li-
abilities. 

(a) Definitions. For purposes of sec-
tion 752, the following definitions 
apply: 

(1) Recourse liability defined. A part-
nership liability is a recourse liability 
to the extent that any partner or re-
lated person bears the economic risk of 
loss for that liability under § 1.752–2. 

(2) Nonrecourse liability defined. A 
partnership liability is a nonrecourse 
liability to the extent that no partner 
or related person bears the economic 
risk of loss for that liability under 
§ 1.752–2. 

(3) Related person. Related person 
means a person having a relationship 
to a partner that is described in § 1.752– 
4(b). 

(4) Liability defined—(i) In general. An 
obligation is a liability for purposes of 
section 752 and the regulations there-
under (§ 1.752–1 liability), only if, when, 
and to the extent that incurring the 
obligation— 

(A) Creates or increases the basis of 
any of the obligor’s assets (including 
cash); 

(B) Gives rise to an immediate deduc-
tion to the obligor; or 

(C) Gives rise to an expense that is 
not deductible in computing the obli-
gor’s taxable income and is not prop-
erly chargeable to capital. 

(ii) Obligation. For purposes of this 
paragraph and § 1.752–7, an obligation is 
any fixed or contingent obligation to 
make payment without regard to 
whether the obligation is otherwise 
taken into account for purposes of the 
Internal Revenue Code. Obligations in-
clude, but are not limited to, debt obli-
gations, environmental obligations, 
tort obligations, contract obligations, 
pension obligations, obligations under 
a short sale, and obligations under de-
rivative financial instruments such as 
options, forward contracts, futures 
contracts, and swaps. 

(iii) Other liabilities. For obligations 
that are not § 1.752–1 liabilities, see 
§§ 1.752–6 and 1.752–7. 

(iv) Effective date. Except as other-
wise provided in § 1.752–7(k), this para-
graph (a)(4) applies to liabilities that 
are incurred or assumed by a partner-
ship on or after June 24, 2003. 

(b) Increase in partner’s share of liabil-
ities. Any increase in a partner’s share 
of partnership liabilities, or any in-
crease in a partner’s individual liabil-
ities by reason of the partner’s assump-
tion of partnership liabilities, is treat-
ed as a contribution of money by that 
partner to the partnership. 

(c) Decrease in partner’s share of liabil-
ities. Any decrease in a partner’s share 
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